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l. Introduction and Summary

The People of the State of lllinois, by LISA MADIGAN{torney General of the State of
lllinois (“the People” or “AG”), pursuant to the lllin®Administrative Code Part 200.800, 83 lIl.
Admin. Code 200.800, submit this Initial Brief in responselioolls American Water
Company’s (IAWC) request for a $58,626,634 or 28.84% overallasere revenues from its
water and sewer customers in lllinois. Sch. A-2. fRany residential customers, the increases
in IAWC charges will be substantial. IAWC Exhibit 9.09wsls that residential consumers using
7 ccf (which is equivalent to 5,200 gallons, and is the stegeage usage, Tr. 108) will see the
charges they pay to IAWC, excluding purchased water in biieaGo area and excluding public

fire protection charges, increase as follows:

District 1 ccf (=748 gallons) 7 ccf (=5,200 gallons)
Chicago Moreland  54.6% 49.2%
Chicago Well 54.2% 49.6%
Chicago Lake 53.1% 46.8%

South Beloit 71.0% 41.2%

Pekin 36.7% 28.2%

Zone 1 31.6% 29.3%
Sterling 33.5% 26.3%

Lincoln 34.9% 36.4%
Champaign 38.5% 34.7%

After its initial filing and upon review of its future tegtar, despite decreases in some
costs, IAWCincreasedits overall claimed revenue deficiency to $60,519,567 in suppitah
testimony. Sch. A-2 Second Revised (filed on e-docketeSdpr 22, 2009). For the reasons
stated below, it is crucial that the Commission tak®se look at the costs IAWC includes in its
2010 future test year, and critically assess whetherasts end cost increases in the test year are
reasonable and prudent. Analyses in this docket demon$taatggnificant portions of IAWC's

claimed costs are excessive and imprudent and substaiptisiraents must be made. As a



result, its claimed revenue deficiency is significaothgrstated.
A. This Docket Is The Third In A Series Of Rate Increasd&kequests That
Have Resulted In Rates That The Public Sees As Excessared Out-of-
Control.
This docket is the latest in a series of rate casesich IAWC has requested substantial
increases in revenue from consumers. The followiblg tdemonstrates the distribution of the
increases across IAWC's districts, including the inereaquested in this docket. Due to rate

design and cost allocation considerations, the rateases for individual customers and

customer classes vary.

District Proposed 2009 2008 Revenue 2003 Increase
Increase Increase From Appendices
Sch. A-3 From Appendices |to Order in Docket
* From IAWC 9.09 |to Order in Docket 02-0690
residential 7 ccf 07-0507

Southern Districts — 30.08% 14.90% 13.51%

Zone 1

Chicago Metro Watey 25.54% 5.28% 44.19

Chicago Metro Sewer 0 -15.58% 33.98

— Collection 24.29%

Collection and

Treatment

Pekin 30.9% 21.21% 2.90%

Lincoln 35.58% -.76% 13.68%

Champaign 34.7% (now 47.2% 15.70%

Zone 1)*
Sterling 26.3% (now Zone 1)* 20.76% 51.15%

Consumer dissatisfaction and anger at the congnp@ce of water (and sewer) price
increases were evident in the outpouring of consuntranant and participation in public
meetings requested by consumers to discuss IAWC's ratexcthared throughout the state.

See 220 ILCS 5/8-306(th). Three public hearings were held in the Chicago regioredin

! Section 8-306 was added to the Public Utilities Act in 28@® provides: (n) Rate increases; public forums. When
any public utility providing water or sewer service preg®a general rate increase, in addition to otherenotic
requirements, the water or sewer public utility mustipdis customers of their right to request a public forum.
A customer or group of customers must make written requéiseé tCommission for a public forum and must
also provide written notification of the request to ¢istomer’'s municipal or, for unincorporated areas, shipn
government. The Commission, at its discretion, maydidedehe public forum. If it is determined that public
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Prospect, Homer Glen, Wheaton), a hearing was heldringield (where customers from the
Champaign district appeared), and hearings were held in,Atiich is part of Zone 1. In all,
95 consumers and 22 public officials spoke on the recordnangt more were present.

Some representative comments are the following:

Randy Kemper, Alton Public Hearing, a customer of Fostgr\Water Company that
buys water from IAWC in Zone 1 said: “We are talkifmpat a rate increase of 30 percent every
three years. Where is that going? That's going lmkgogthing that anybody increases in their
home, in their own budget...And | just see the excd3sat 38 (Nov. 9, 2009, transcript filed
November 24, 2009). In Springfield, James Faron said: yleast... actually, in '08, it [price
increase] was 35 percent. This year it's now 47 percerdt Wisiness would ever attempt to do
that? Other thoughts that came as a private businesmpemmismanagement and poor
planning.” Tr. At 26 (October 1, 2009, transcript filed Octob@r2009). Nancy Dietrich, a
Champaign consumer said: “Now, | can't imagine whatlevbappen if a government entity
decided to raise its rates on anything by 81 percent, and dahipany can't pay for a water
treatment plant and cover its expenses with the inereas last year, | think it has a serious
problem. Aren't businesses supposed to be more efficianthis®” 1d. at 24.

In the Public Forums across the state, consumersssqardrustration that their bills are
two to three times higher than in neighboring commumitidt. Prospect Public Forum at 24, 36,
42, 54, 57 (Oct. 8, 2009); Wheaton Public Forum at 54-55 (Nov. 4, ;2068)er Glen Forum at
105, 116 (Oct. 19, 2009); Springfield Public Forum at 31. Theyasimented on the high

fixed charges, how they cannot “conserve their way twa bill” and monthly bills that exceed

forums are required for multiple municipalities or t@hips, the Commission shall schedule these public
forums, in locations within approximately 45 minutes dtiwge of the municipalities or townships for which the
public forums have been scheduled. The public utility mustige advance notice of 30 days for each public
forum to the governing bodies of those units of local guvent affected by the increase. The day of each
public forum shall be selected so as to encourage theegr@ablic participation. Each public forum will begin
at 7:00 p.m. Reports and comments made during or asiih oeeach public forum must be made available to
the hearing officials and reviewed when drafting amaoended or tentative decision, finding or order pursuant
to Section 10-111 of this Act.
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$60 for as little as 2,000 gallons. Mt. Prospect Public fRati22, (Oct. 8, 2009); Wheaton
Public Forum at 29, 36, 61, 64 (Nov. 4, 2009). Lax maimeag@ractices and poor water quality
were also mentioned by more than one participant.Pkispect Public Forum at 29 (Oct. 8,
2009); Wheaton Public Forum at 43, 48, 70 (Nov. 4, 2009); Altditi¢®Forum at 37 (Nov. 9,
2009). Perhaps the most compelling comments were tha@sgoaing mother who recently
moved to the Mount Prospect area. At the October 8, 2@@8mg she stood up at the very end
of the meeting and said:
My name is Elizabeth Bialobrzewski,B-i-a-I-o0-b-4ezw-s-k-i. —

I'm a fairly new resident. | wasn't really prepared takgeday, but | want to say that

I'm really happy that a lot of the residents here ctoday and have stated great cases

and have done more research than | have.

But what | do want to state is that I'm very upset about imuch you have to pay for

water here. | lived in Niles and I lived in Chicago and ndwe in Mount Prospect. And

| would never have moved here if | knew how much morevexe paying than my friend

who moved to Mount Prospect and gets water from thegéll®eriod. | have a family. |

have a new daughter. | was excited to come here, thdire to be a citizen here. And --

I'm sorry -- we can barely make ends meet. | worKlgifue job. My husband works a

full-time job. We made sure to come here tonight teadt see and hear what's going on.

And something has to be done.

I'm stuck. What am | going to do? | just bought a housé.riawe to pay this. And you

know, | made a mistake, | guess. Mount Prospect is hefarfaolies? How? I'm standing

right here in front of you fairly young and I'm tellizgu it's hard. Thank you.
Tr. at 61 (October 8, 2009); See also Tr. At 52 (“my neiglhlasrlost two opportunities to sell
his house because prospective buyers are not willingytavpat he pays for water.”)See also
HG Ex. 2.0 at 4 (“unreasonably high water and sewes railedrive builders and homeowners
away from Homer Glen.”).

The Commission's public comment line is another refla®f the widespread public

outrage at the size of IAWC's current rates and itsqeegh increases. Despite the fact that

IAWC only has 308,000 customers (IAWC Ex. 2.0 RevisedZ%ar] is a relatively small utility

2 See IAWC Ex. 2.01 for the number of customeesytiiumes of water sold and other information foheac
IAWC district.
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by Illinois standards, the public comment page contained S@emts as of January 7, 2010.
By contrast, the Peoples Gas/North Shore rate affseting three to four times as many
customers, has attracted only 139 comments. Dockets 09-0166/0h&7act that so many
members of the public have taken the time to attend pullgtings, and call-in or write a Public
Comment about IAWC's increase request should be takestamg signal that IAWC's repeated
rate increase requests have become excessive. Theipubligng on the Commission more
than ever to reign in the excessive spending that unsléhiee Company's rate request.

Another indication of public dissatisfaction withWAC's repeated increases is the
number of individuals and municipalities that have ird@ad in this docket. The following

cities or villages have intervened and/or submitted testymo

City of Champaign City of Des Plaines  City of Blmst

City of Peoria City of Pekin City of Urbana

Village of Bolingbrook Village of Glen Ellyn VillagefdHomer Glen
Village of Lemont Village of Lombard Village of Moumrospect
Village of Orland Hills Village of Prairie Grove Vilgee of Savoy

Village of St. Joseph Village of Sidney Village of Tinlegrk

Village of Woodridge
Glen Ellyn consumers Melody Fliss, Rosmary Katdtarold Menger, Eileen Nelson, and Tim
Nelson all intervened.

Eleven municipalities co-sponsored the accountingrtesty of Ralph C. Smith with the
People of the State of lllinois. Tr. at 510 (Dec. 10, 20@3)nsumers Robert Boros and Avis
Gibons of Mount Prospect prepared direct and supplemestahbny submitted by the People

of the State of lllinois. The City of Des Plainded the testimony of City Manager Jason Bajor

3 Asmall number of comments address the pending Anmaterincrease, but the vast majority are correctly
directed at IAWC.
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and Assistant Direct of Public Works and Engineer Jon DedBIB Ex. 1 and 2. Mayor Irvana
K. Wilks of the Village of Mount Prospect filed DireEéstimony, MP Ex. 1.0; the Village of
Homer Glen, which has about 6,000 homes served by |AWG, the testimony of its Mayor
Jim Daley, HG Ex. 1.0 (page 4); City Manager Mary Nieni#@ Ex. 2.0; Fire Chief Michael
Schofield, HG Ex. 3.0; and engineer Aaron Fundich. BG4E. This unprecedented
participation should focus the Commission's attentiorhenrprudent, unreasonable or
unsupported expenses that must be excluded from rates toireitih@ impact of this rate
increase request.

B. Consumer and Municipal Dissatisfaction Is Rooted In RepeatkRate Increases
and Unreasonably High Rates Relative To Surrounding Water and Seav Rates.

In addition to the participation in Public Meetingsl@m the Commission's Public
Comment system, testimony was submitted by consumenmnancipalities addressing IAWC's
already excessively high water and sewer prices.hdiChicago Metro District, representatives
of Mount Prospect, Des Plaines, and Homer Glen subméstitnony describing the large
disparities between IAWC rates and the water rateslpyaconsumers in their towns or
neighboring towns who receive water from the munidipalrather than from IAWC.

Mount Prospect Mayor Irvana K. Wilks, who servestmorthwest Joint Action Water
Agency Board, testified that Mount Prospect has bothlagétowned water system and the
lllinois American Water system within its boundariedhe has “the unique perspective and
ability to compare the two systems and their impactsitoesidents.” MP Ex. 1.0 at 2. She
expressed concern about the negative impact IAWC's “gigntfincrease in rates” will have on
the 22% of its residents and the 16% of its commercalauti-family buildings that are served
by IAW. She testified that she “is concerned aboueti@mous disparity IAW's proposed
increase would create between what residents and biesngesg for Village owned water versus

what others pay for IAW water.” Id. at 3. Mayor Wilketed that IAWC's proposal would



increase the bill of a family that uses 10,000 gallons oémfedm $46.85 to $67.48, not
including purchased water costs. She testified that Hag® charges $4.68 per 1,000 gallons
with no additional charges. If the proposed rate ineréaallowed, IAWC customers would pay
44% more than Village water customers. MP Ex. 1.0 dfldyor Wilks also expressed concern
about how the economic downturn has affected Mount Pcospgidents, and stated that it
“would be very irresponsible and inconsiderate in lgfthe nation's current economic
condition” to impose “such a tremendous rate increase that is so disparate among residents
and businesses in different areas of town.” Id.

The City of Des Plaines also submitted testimony adaigs$ke problems created where
some residents receive city water at reasonable ralds, other residents pay the substantially
higher IAWC rates. City manager Jason Bajor exptessacern about IAWC's significant
increase and the “increased burden on residents who aadyasteuggling to make ends meet.”
DP Ex. 1.0 at 2, 4. Mr. Bajor testified that if tfate increase request is approved, “residents
within Des Plaines that were in [IAWC]'s service areaild pay more than triple of what other
Des Plaines residents pay for the same water.” [8l. &lr. Bajor described the efforts Des
Plaines is making to minimize the burden on residentstdasploss of revenue due to the
recession and the increased burdens borne by the a@tyeasilt of foreclosures, bankruptcies,
and job losses among its residents. He said:

In order to make up for the 2009 revenue shortfalls, thel@g drastically reduced its

operating budget by delaying capital improvements such a®tigtruction of new fire

and police stations and delaying the purchase of vehiclgsnegnt and other supplies.

Top level management received no salary increaseaddition, in 2008 the City cut

expenditures, and laid off 12 City employees. These messugre taken so that the

burden placed on the City's taxpayers to balance the binigagh the annual property
tax levy was kept below 4%. The City is faced withdhme bleak revenue projections
for 2010, will again keep the annual property tax levy at ar A&, and will in all
likelihood be forced to lay off several employees t@abeé the 2010 budget. In spite of
the above, the City was still able to maintain itsexvaystem and make needed

improvements, and has included necessary maintenance pirov@ments to the water
system in the 2010 budget.”



DP Ex. 1.0 at 4-5. In light of its efforts to keep soahd taxes low, Des Plaines was “shocked
and disheartened” to see that IAWC has hired severabngioyees and has proposed an
aggressive capital improvements program, “all during a tinee@mtinued record unemployment,
and increased foreclosures and bankruptcies.” Id. at 5B&jbr concluded that the
Commission should “require Illinois American Watermtercise the same restraints on increased
spending as the City of Des Plaines and every othera@dyVillage in their service area” by
cutting unnecessary administrative costs, non-esseapéhl projects, restricting new hiring,
and limiting wage and salary increases. Id. at 5-6.

Des Plaines Assistant Director of Public Works Jon Dwdidistified that the City had to
make significant cutbacks in its workforce, but thaméintained the same level of water service
to its residents. He was not aware of any such effoi®NVC's Waycinden service areas. DP
Ex. 2. See also HG Ex. 1.0, 2.0,and 3.0, discussed Initla Brief of the Village of Homer
Glen.

In addition to testifying at public meetings and posting memts on the Commission's
Public Comment system, two Mount Prospect residentseofffirstimony in this docket. After
hearing about the rate increase, Ms. Avis Gibons attead®pen house sponsored by IAWC on
June 15, 2009. AG Ex. 3.0 at 4. After the open house, she pthdotgtters to Chairman Box
and the other Commissioners to voice her concerns &(@'s rates and poor maintenance
record and collected 154 signatures from 131 householdspéeliiens and signatures are
attached to her testimony as AG Ex. 3.3. Ms. Gibortgieesthat several of her neighbors
“recalled their shock upon receiving a bill from IAW and firglit to be three times higher than
their former communities ([Niles, Skokie and Chicago]tfee same service and usage.” AG Ex.
3.0 at 7. Her neighbors also complained about frequenin@teases and poor service. Id.

Mr. Robert Boros, also a Mount Prospect residen, @tsulated the petition among his

neighbors opposing IAWC's rate increase request. He $paaxh person who signed the
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letter, and collected 57 signatures, which are attachles testimony as AG Ex. 4.2. AG Ex.
4.0 at 3-4. Mr. Boros paid $63.38 for water service, fire ptiote, and sewage collection, based
on his July, 2009 IAWC bilf. AG Ex. 4.0 at 3. If he were to pay for the same 4,006rga0f

water and sewage collection from the following townswaser and sewer collection bill would

be:
Arlington Hts $17.44
Niles $18.36
Mount Prospect (village water) $24.76
Morton Grove. $24.64
Park Ridge $30.76
IAWC $63.38 (AG Ex. 4.1).

See AG Ex. 4.0 at 4. Like Ms. Gibons, Mr. Boros found tswater bill was often higher than
his gas and his electric bill. Between 2004 and 2008, his anated bill was $995, compared
to his average annual electric bill of $738; and in 2009 his Vvisdterwere higher than his
electric bills ($528.54 for water compared to $490.02 for eletyiand within two dollars of
his gas bill, which was $542.38. AG Ex. 4.0 at 4-5. Seefd&x. 3.0 at 4 (in May, 2009 Ms.
Gibon's IAWC bill exceeded both her electric and herygs

AG Cross Exhibit 3 is a copy of a flyer IAWC distributed AWC customers as part of
its communications plan. According to IAWC Presideatl& Teasley, the flyer was meant to
“‘communicate with and educate our customers on the thagsre either impacting them or
plan to impact them, and rates certainly is one ofdhbings.” Tr. at 177 (Dec. 8, 2009). AG
Cross Exhibit 3 announces to consumetdigh quality, reliable water and wastewater service
for around genny a gallon” (bold in original). This equals $10.00 per 1,000 gallons. Ten
dollars per 1,000 for water and wastewater services isdsably higher than the rates

described by Mr. Boros in AG Exhibit 4.0 at 4 and by withesseBlémer Glen. HG Ex. 2 at 4-

* Mr. Boros submitted Supplemental Testimony that thehmsed water charge on his bill increased from $1.67 to
$2.23 per thousand gallons in October, after his Dire¢imiesy was filed. This increases his bill furthergan
unrelated to IAWC’s request in this docket. AG Ex. 8.0.
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6; HG Ex. 4 at 9-11. Unfortunately, however, it is cdashbly lower than the price per gallon
Mr., Boros actually paid per month from January, 2008 thréugjust, 2009. On page 6 of AG
Exhibit 4.0, Mr. Boros calculated the total cost per 1,000 galfor each month. Heeverpaid
less than $10.00 per 1,000 gallons, and paid between $12.15 and 15.8®@eallons in 13 of
the reported 20 months. Three months he paid lesgltbaa amounts ($11.16, $10.42, and
$11.37), and four months he paid more ($19.55, $47.67, $19.55, $19.24Fx. A® at 6-7.

If IAWC is granted the entire rate increase it iguesting, some customers will pay
$17.00 per gallon for water and wastewater collection sesyighile other customers who
receive water and wastewater collection and treatmiinpay $26.00 per gallon, according to
materials prepared by IAWC and used at public meetings iBhieago Metro area. AG Cross
Ex.4 and 5; Tr. 179 and 181. IAWC's Chicago Metro ratealegady higher than the rates of
neighboring communities and already higher than the petgali@an touted by IAWC's
promotional materials. The rate increase requestddsicase, if allowed, will burden
consumers who already pay more than is typicdiair tareas even more.

Ms. Gibons noted that because IAWC consumers cdaketheir business elsewhere,
they rely on the Commission to “support, assist and pgratet AG Ex. 3.0 at 8. Water is not
only a monopoly service, but an essential service. &uyniis. Gibons testified that high water
costs have far-reaching consequences that can affeat pablih, businesses and economic
development, and quality of life. AG Ex. 3.0 at 8-9. lHigater charges transfer money and
resources out of the community, and burden consumersnalgdoe on fixed incomes, may be
facing unemployment, or may otherwise be facing econchatlenges.

C. The Unprecedented Public Interest In this Docket Comined With The

Repeated, Substantial Increases IAWC Has Obtained In ThBast Few Years
Should Lead The Commission To Carefully Review IAWC's Claimé Costs and
Exclude Imprudent and Unreasonable Costs From IAWC's Rate Iorease

Request.

The parties to this docket have identified several chatdAWC has misstated,
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overstated, or that simply have increased by excessigardgmover the past few years.
Although the following does not include all of the isswssed in this Docket, they are examples
of the unreasonable costs that IAWC seeks to chamggioters:

1. By understating its use of short term debt, IAWC hagstaged its costs by
between $2.2 and $3.023 million. AG/IJM Ex. 5.0 at 14-15.

2. IAWC claims an excessive cost of equity of 10.9%, rathan the 7.40%
recommended by CUB witness Christopher Thomas, whiclois gonsistent
with the current decline in returns generally availabléhe capital markets.
CUB Ex. 1 and 2.

3. The management services (or “business support servicggEhse IAWC
seeks to charge consumers has continued an excessiveraadonable
climb. In Docket 07-0507 that cost increased 170% and irilihgg, based
on a test year a mere six months after the testiyéawcket 07-0507, the
management fee expense has increased another 22.5%. E&/B\0 at 49.
This increase comes when inflation has been negligbk s on top of an
increase in the number of direct IAWC employees antisalary and
benefits expenses. See AG/IJM Ex. 5.0 at 30-32 & IAWC Getll.2a, C-
11.2b, C-11.3, Sch. G-10 (showing a 9.17% increase in ss@gnse from
December 2008 to the 2010 test year). This unchecked growemiagement
services, even while direct IAWC employment expenseiease, indicates a
company with unreasonable, excessive layers of managehien
Commission should find this increase in management aostsceptable.

4. IAWC also seeks to charge consumers an unreasonabistafoo seeking
this rate increase as well as to reach back in tirdecharge consumers for

IAWC's failure to live within its budget for its last ratase. The 43%
11



increase in legal expenses, combined with an outrageexsnsive,
$422,900 Service Company Study, cannot be considered reasonablg by
objective standard. See AG/IJM Ex. 5.0 at 38-39. The Cesmom must take
a close look at these rate case expenses pursuant itm&e229 of the Public
Utilities Act, and disallow the incredible increasesl unreasonable charges
that IAWC seeks to include in rates.

. IAWC's cash working capital calculation unfairly and impedy charges
consumers for prepayments to its affiliated managesernices company and
for a purported revenue lag that assumes that consuareaverage are not
paying by their bill's due date. AG/IJM Ex. 5.0 at 19-27.

. In response to the concern repeated by consumers at jdgtings and on
the Commission's Public Comment site, the CommissioualdHimit the

fixed customer charge to only those costs that aredusgiomer related, and
reject the Company's attempt to increase the resideos&dmer charge by
32.6% to 56.4%. AG Ex. 2.0 at 5. Increases of this magnitisdeurage
conservation and make it harder for consumers to cahiolbills through

conservation.

IAWC is a monopoly provider of water and sewer servidasexchange for its certificate

of public convenience and necessity, IAWC is subject tor@igsion review, and its rates must

be “fair, just, and reasonable.” 220 ILCS 5/9-101. Inewing the substantial increases

requested in this docket, the Commission should be miodthke public's reliance on the

Commission's duty to weed out unreasonable and imprudenicpsaand cost increases. As

one Champaign consumer stated at the public meeting ing8pfd: “I'm just asking the ICC to

restore the people's faith in the lllinois Commercen@ussion, hold to your mission and vote

against this increase.” Nancy Dietrich, Springfield nmgg p. 25.
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Il. IAWC'’s Rate Base Should Be Reduced as Recommended By
AG/Joint Municipalities Witness Ralph Smith To Include A
$4.7 Million Adjustment To Cash Working Capital and To
Remove Costs Associated With A Corporate Study Of
Business Processes.

AG/Joint Municipalities witness Ralph C. Smith agreath\all of the Staff rate base
adjustments shown on AG/JM Exhibit 5.1, Schedule B, h#sough 8, as well as with the
Company’s response to them. $eeat lines 9 through 15. However, Mr. Smith made an
additional recommendation to remove $4,757,000 from cash mgpciipital to remove the effect
of IAWC'’s use of an inappropriate revenue collectiondad its attempt to recover from
ratepayers additional funds to pay itself for pre-paymeéits substantial Service Company
charges. The calculation of his adjustment to cash ngapital is found at AG/IJM Exhibit
5.1, Schedule B-1. Both of Mr. Smith’s proposed adjustsnentash working capital should be
adopted by the Commission to protect ratepayers from payinGampany a return on a
distorted cash working capital amount.

A. Cash Working Capital — Revenue Collection Lag

The Commission should adjust IAWC's calculatiorthaf revenue collection lag in its
lead-lag study to remove the improper assumption that¢ingpanyon averagereceives
payment from consumers several days after the duedate bill. This component of the lead-
lag study is distorted because IAWC used 2005 data that iseditaad does not reflect
improved collections and because IAWC failed to rembeeetffect of uncollectibles, which by
definition have an unusually long collection lag. A@MHEx. 5.0 at 19-21. In addition, IAWC
failed to differentiate the collection lag among varicustomer groups, effectively charging
residential customers for the payment lag of a few lasges. IAWC Ex. 6.00 SR at 11.

The Company used a revenue collection lag of 24.09 to 30y82wlhich effectively

assumes that customers on average pay their billsA&&IM Ex. 5.0 at 21. Under the

Commission’s Rule 280.90, residential customers have 21 dagg/ta bill from the utility and
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commercial customers have 14 days from the mailing &&8dll. Adm. Code 280.90. The
Company’s cash working capital calculation effectivedigsaconsumers to pay carrying costs for
a revenue collection lag that assumes that, on avecag®mers pay late. That is unfair to
consumers and does not accurately reflect when paymengctually made.

The Company argues that its calculation does not ithplycustomers “on average” pay
their bills late. IAWC Ex. 6.00 SR at 15-16. Howevee dffect of the Company’s approach is
that customers pay the cost for cash working capitél as average, customers pay their bills
late. The fact that some customers drive up theatmlelag, particularly given Company
witness Kerckhove’s testimony that a few relatialge customers are responsible for a
“significant portion” of outstanding accounts (IAWC Ex08.SR at 11), makes it more unfair
thatall customers must pay increased rates as a result ofl@ed revenue collection lag
calculation. AG/JM witness Smith provided the reveraiiection lag for each district, which
more fairly calculates and allocates the revenuecdin lag. AG/IJM Ex. 5.0 at 22.

AG/IM witness Smith also pointed out that the Compang 8685 data in its lead-lag
study. Although Company withess Kerckhove defends thefusle information as a cost
savings mechanism (IAWC Ex. 6.00 SR at 18), in 2005 there substantial billing problems,
which became the subject of a complaint against IAW@beyeople of the State of lllinois and
the Village of Homer Glen. In Docket 05-0681/06-0094/06-0095 the Gssian addressed
improper back-billing by IAWC that resulted from its meteplacement program in the Chicago
Metro District. Docket 05-0681/06-0094/06-0095, Order at 22-27 (April 18, 2007.
Commission also addressed customer service deficieheiemade it difficult and time-
consuming for customers to have billing disputes resoledat 38-39. The Commission
should reject the use of 2005 data in light of these dodwahdnilling problems which resulted
in customers paying less than the billed amount while dispelz®d to the meter exchange

were investigated.
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The revenue collection lag calculated by the Compasty @lerstates the collection lag
by failing to make an adjustment to remove the efféancollectibles. Although the Company
agrees that uncollectibles should be excluded from thelatén of cash working
capital, subtracting the amount of uncollectibles frerenue in the lead lag study is only part of
the needed adjustment; the other part of the neededradjits which AG-JM witness Smith and
IWCC witness Gorman have both identified and discudsed,correct the collection lag itself
to reflect a collection lag period that is no longenttize payment due date.

B. The Commission Should Reject IAWC'’s Attempt To Increasdrate Base To
Compensate It For Payments To Its Affiliated Service Company

As discussed in more detail below at pages 20ff, IA\®€ks to recover from ratepayers
a substantial management or business support serviGebdeé pays to its affiliate, the
American Water Works Service Company (the “Service ConipamWC claims that it pays
this fee monthly based on its agreement with the Se@aeapany, which the Commission
approved. IAWC Ex. 6.00 R2 at 9. The agreement that IAi€srapon, however, does not
mandate prepayment. Rather, it states that the S&wvicgany shall render a bill “as soon as
practicable after the last day of each month... forratbants due from Water Company for
services and expenses for such month plus an amounttedbalestimated cost of such services
and expenses for the current montkd” This language does not require prepayment.

The language quoted from the Service Company Agreemenisal@nService Company
to bill IAWC for “the estimated cost of such serviced ampenses for the current month.” This
is a far cry from mandating pre-payment. It impliest tihe Service Company may bill some
amounts at the end of the month and other expenses la¢gimning of the “current month,”
without specifying which services can be billed “for the entrmonth” or specifying the time

for payment. IAWC’s decision to pay its affiliated compan advance is not required by the

®> |AWC has asked the Commission to approve $21,167,057 (exclndingtive compensation) for the Service
Company. AG/JM Ex. 5.0 at 49.
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agreement the Commission approved between IAWC andettvec& Company.

As AG/IM witness Smith noted in his Rebuttal Testimanhgages 23-24, the West
Virginia Public Service Commission recently addressedamtical argument by West Virginia
American Water Company. It adopted the argument oftdite Consumer Advocate Division
(CAD) to apply IAWC's 12 day lag for direct payroll to Bervice Company payments, and
refused to allow the utility to include a payment lag islcevorking capital for pre-payment to
the affiliated Service Company. The West Virginia P$&ied:

The Commission is not persuaded that the CAD recomrtienda unreasonable
or requires actions on the part of the Company thatteiatis agreement with AWWSC.

The agreement allows AWWSC to provide a current bill Gensas practicable’ after the

last day of each month. It also provides that AWWSC plieain estimate of the bill for

the next month. However, there is no provision fivaance payments of the next monthly
bill. While WVAWC should not act unreasonably in making pagte¢o AWWSC, a lag
comparable with its own payroll lags does not appeae tonbeasonable, while an
advance payment does appear to be unreasonable. The Cammitisadopt this CAD
adjustment to the Cash Working Capital.

AG/IM Ex. 5.0 at 24, quoting Case No. 08-0900-W-42, Order at 35-86(\V25,

2009)(available athttp://www.psc.state.wv.us/orders/default.htsearch March, 2009).

AG/IM witness Smith recommended that the same adjastmeemade in this case. He
applied the same 12 day payroll lag as a reasonable palagdot payments to IAWC’s
affiliated Service Company. The Commission should nyatié Company’s lead lag study to
reflect this more reasonable and fair payment lag andaid aequiring ratepayers to first pre-
pay IAWC's affiliate and then pay a return on the caséd to pre-pay the affiliate.

C. The Commission Should Remove $625,000 From Rate Base For A Corporate
Study Of Business Practices.

In its direct case, IAWC included in rate base a caf@ostudy of business practices in
both 2009 and 2010. In AG/JM Exhibit 1.0 at pages 22-25, the doublewasiidentified, and
the Company removed the double count. However, it letitin base $625,240 for lllinois’s

share of a study conducted by its parent company, Americéer Werks Corporation to
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“assess the needs of our business, to satisfy custowh@tlzer stakeholders expectations, and to
review different technology options to support the enpéntation of automated processes that
provide improved service to our customers.” IAWC Ex. 5.208R6. The questions before the
Commission are: (1) is it appropriate to spend money stady of this kind when consumers
are seeing repeated, double-digit increases in thesrdntl many are facing unemployment and
recession and (2) are IAWC's customers being asked todgroan excessive portion of a study
that appears to duplicate the services that are supposegtovided by the Service Company.

Many of the local government officials and consumens Wwave participated in this
docket by submitting testimony, speaking at public meetingsylating petitions, and writing
public comments on the Commission’s web site have ribedifficult economic conditions
facing lllinois (and the nation) and the efforts being talye local governments (e.g., DP Ex. 1,
DP Ex. 2, and HG Ex. 1.0) to control costs. By cattrBAWC's testimony in this docket is
more about justifying increased costs rather than exptalmow costs are being reduced or
controlled.

The “Comprehensive Planning Study” that IAWC would like wude in rate base is an
example of the kind of expenditure that should not blidea in a rate increase request as large
as the one sought in this docket. The kinds of revieve tdome by the report, as described by
IAWC witness Edward Grubb at IAWC Exhibit 5.00 R2 at 6, appeauplicate the services
provided by the Service Company and for which IAWC seeks thare$20 million. IAWC
witness John Young discusses these services at lengfii@ Ex. 12.00, and identifies the
following 10 areas where the Service Company purporteddyoéixpert, management services:
Communications and External Affairs, Corporate Fina@zestomer Service Center, Divisional
Operations Support and Regulated Operations, Human Resduafcemation Technology
Services, Legal, Operations Services Department, Shareide&S€enter, and Other Services.

Yet, despite all of this expertise and service allegadsilable through the Service Company,
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IAWC is asking consumers to fund a separate, third partlysif the same business practices
that the Service Company is supposed to provide.

This is the kind of “extra” management review tha¢payers should not be expected to
fund when they are already paying among the highest raths state, and often live side-by-
side with consumers who pay one third to one half ey pay for water and/or wastewater
services. |IAWC should be trying to keep costs down -spehding more than half a million
dollars on a study to tell them how to run their busneBhe Commission should remove
$625,000 for the Comprehensive Planning Study from rate base.

In addition, IAWC has not adequately justified paying $625,00a@d@hare of this
American Water Works study. In response to AG data re@uks, excerpts of which were
admitted as AG Cross Exhibit 21, IAWC was asked for ¢obe tost of the study. In response,
IAWC only included the amount IAWC was including in ratedygoreventing parties from
determining whether the allocation to lllinois was .fdin addition, IAWC provided copies of the
contracts with vendors who were doing the study.s®df their charges is included in AG Cross
Exhibit 21.

The total charges included in the contracts produced by |AM/te American Water
Works study was $2,239,000. AG Cross Ex. 21. lllinois ratepaye being asked to pay
$625,240 of that amount, or 27.9%. However, IAWC only serlbesate0% of all American
Water Works customers. Tr. at 473 (Dec. 9, 2009). Mr. Greffified that he believed that
IAWC represented more than 9% of American Water’s régdlaustomers, suggesting that
IAWC customers “could be 15, 16 percent.” Id. at 474. peesve of whether IAWC
customers represent 9% or 16% of American Water’s tastbmers, IAWC has not justified
allocating 27.9% of the Comprehensive Planning Study costsmidll In addition to the

imprudence of spending millions of dollars on managemenuétanss when rates are already
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too high and consumers are facing substantial increageabslence of a justification for the
allocation of $625,240 to lllinois requires that this costdmoved from rate base.

D. Conclusion

The Commission should adopt the adjustments to IAVE&sH working capital
recommended by AG/JM witness Ralph Smith and reducéaai by $4.757 million and
remove $625,240 from rate base for the unjustified and impr@Enprehensive Planning
Study.

[l IAWC'’s Operating Income Should Be Increased by No Less
Than $3,979,000.

Several of the operating income adjustments proposédhjoint Municipalities
witness Ralph C. Smith and the Staff were adopteddtimpany and are uncontested. Those
adjustments are shown on AG/JM Exhibit 5.1, Schedule€s P through 14, and include
Interest Synchronization (which is dependent on rate)p&epreciation Expense, Deferred
Charges, Advertising Expense, Lobbying Expense, Insurance $&{deepreciation Expense,
Tank Painting Expense, General Inflation Expense, and iCheExpense. Mr. Smith made
additional recommendations that cumulatively resudtriradditional $3,476,000 in operating
income.

The People recommend additional adjustments to addAgdgtahagement Services or
Service Company fees; (B) Removal of the Non-labore@Gdrinflation Adjustment; (C)
Insurance Expense; (D) Prior and Current Rate Casengepeand (E) Large Industrial Volumes
in Zone 1.

A. The Commission Should Reject The 22.5% Increase In
Management Fees In Less Than 12 Months.

IAWC has asked the Commission to include in rates $21,167,88ltideng incentive

compensation) that it claims it will pay to its afftkal Service Company in the 2010 test year.
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This amount is 22.5% more than the $17.251 million (excludinghth@ecompensation) it was
allowed to include in rates for the test year ending Jun2@® in IAWC last rate case, Docket
07-0507. AG/IM Ex. 5.0 at 49. In Docket 07-0507 the manageme®rixpense increased
$11,681,000 or about 170%, from the $6,843,000 IAWC recovered in managep®in its
prior rate case. ICC Docket 07-0507, Order at 28 (July 30, 200D8)Docket 02-0690, Order at
26 (allowed management fee of $6,843,000). These huge costsiesreover management
services that are not provided by IAWC personnel who dgtopérate the utility on a day-to-
day basis. Tr. at 95 (Dec. 9, 2009).

1. The Commission Should Not Allow IAWC To Recover ExpensesifBoth

An Increased Number of IAWC Employees And An Increasedvlanagement

Fee Expense.

In its last rate case, the Commission accepted IAM&jument that the huge increase in
management fees was justified by “an organizational réating in 2004 that ultimately
eliminated 31 positions from the payroll of IAWC.” Dockit-0507, Order at 30 (July 30,
2008). However in this docket, not even two years IBA&/C’s payroll shows a consistent
increase since February, 2007, after which the actual numhleenployees rose from 435 to 486
in December, 2008, IAWC Sch. C-11.2a, and the number of @zegbdemployees rose from 446
to 473. IAWC Sch. C-11.2b. In the 2010 test year IAWC kingsthe Commission to further
increase the number of IAWC direct employees to 510atT#5-76, 78-79. In addition, the
payroll expense and the costs of employee benefitdsrenareasing. IAWC Sch. C-11.3 and
G-10° Unlike the situation in Docket 07-0507 where there waseedse in IAWC employees,
in this docket IAWC claims both an increase in dirtiployees and a 22.5% increase in the
Service Company expense. It does not appear that S@wmopany employees are replacing

IAWC employees or are performing work otherwise perfalimg IAWC employees.

® |JAWC Schedule G-1 shows the following payroll expensesual 2007: $21,420,971 actual 2008: $22,736,589
Test year 2010: 24,821,998
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In testimony, IAWC witnesses produced extensive listseofices provided by the
Service Company. The lists include “Communications andrBal Affairs, Corporate Finance,
Customer Service, Divisional Operations Support and Regulytedations, Human Resources,
Information Technology Services, Legal, Operations Sesvamd Shared Services. The Service
Company also operates facilities for water quality asedyin Belleville, lllinois.” IAWC Ex. 1.0
at 8; See also IAWC Ex. 12.00. IAWC direct employ&esyever, handle the actual operation
of the utility. IAWC President Karla Teasley tesdithat:

[llinois-American Water employees are directly iiwed in the day-to-day
operations ... they provide support in the distribution operatarea, in the production
area. They are in the field providing day-to-day cordack service to customers every
day. ... the people that run the plants, the people th#tdixnain breaks, the people that
read the meters, the people that provide, you know, sonmtemance to the facilities, all

of the kind of hands-on day-to-day work that we do tqkee water flowing is provided
by Illinois-American Water employees.

Tr. at 95-96. Ms. Teasley also testified that theed AW C employees who are responsible for
engineering, planning, design, overseeing construction pr@eadtsverseeing the capital
program, as well as finance and communications and exiifairs. Tr. at 96-97. Yet, IAWC
seeks to include in rates more than $20 million for itviSe Company to provide management
and business services.

The Commission approved the substantial increase wc8eCompany costs in IAWC’s
last rate case because it believed that there wdtetions in IAWC's labor costs that justified
the higher Service Company charges. Docket 07-0507, Order(2ul$@B0, 2008). However, in
this docket there is an increase in IAWC employees, ark involved in day-to-day operations,
customer service, maintenance, and planning for IAWC. &uytAWC removed several
functions from the Service Company. IAWC Ex. 6.00 Sép®. As IAWC witness Rich
Kerckhove testified: The Service Company expense would been higher except for amounts

for customer accounting and miscellaneous expenses araacownted for under those
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expenses that were previously budgeted as service companyTeet.435 (Dec. 9, 2009).
Although Mr. Kerckhove could not say how much was reaaofvom the Service Company
expense and transferred to these accounts, his exhibit 6.02s8apys. that as of the filing of
IAWC Exhibit 6.00 Supp. IAWC added $821,952 to Customer Accounting and $22,717 t
Miscellaneous. If these expenses had not been moweritiie Service Company charge, the
$544,823 Supplemental increase to the Service Company expensehexiloeen $1,389,492.

IAWC has not justified increasing the expense for $erdompany services by more
than 20% over its expense in its last rate case. IAA&hired more direct employees, which
should cut down on the need for Service Company supportAsv@d has transferred expenses
from the Service Company account to other accountsseldetions should have lead to a lower
— not a higher — Service Company expense. The incredsis axpense requested by IAWC

should be rejected.

2. The Excessive and Repeated Increases In The Service Canp Expense
Demonstrate That IAWC and The Service Company Have Failed To Exeise
Fiscal Discipline.

IAWC President Teasley testified that IAWC controdsts through careful budgeting,
and that the Company monitors costs “monthly and continpdudWC Ex. 1.0 at 21; Tr. at
119 (Dec. 9, 2009). Notwithstanding this purported monitoringielver, IAWC is requesting a
substantial increase that dwarfs the increases (andemnease) in the budgeted and actual
Service Company costs from 2007, 2008, 2009 and the 2010 test Feaexample, the
following table, taken from IAWC Schedule G-1, showsdhgual, the plan (or budgeted), and

the June 30, 2009 and the December 31, 2010 test year levehafidfaent Fees, also known as

Service Company or Business Support Services:
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Table 1 - Service Company Costs

Actual Change from Plan (or Budget) Change from Pripr
Prior Year Year

Dec. 2007 20,093,161 19,278,490
Dec. 2008 20,248,278 T7% 19,046,511 (1.2%)
Dec. 2009 n/a 20,121,164 5.6%
Test Yr - Dec. 2010 n/a 22,560,025 12.1%
IAWC Sch. G-5 First
Revised, p. 8
Test Yr — June 2009 18,523,751 21.79%
Order at 30, Docket 07-
0507 (July 30, 2008)

As this table shows, the increase in IAWC’s actualagament fees expense from 2007 to 2008
was quite small, and the budgeted amount for 2008 actuallgateszt. The increase in the plan
or budget expense 2008 through 2009 was 5.6%, while the increas20@dno 2009 was only
4.37%. Tr. at 123 (Dec. 9, 2009). However, the for 2010/&ast IAWC first budgeted a 9.4%
increase from 2009, and a few months later increaseddtgeled cost by $544,000, raising the
amount requested in rates to 12.1% over the budgeted 2009 arG@entd. at 123-128. The
ultimate increase claimed in the test year is exanbitompared to the increases/decreases of the
prior years, and are even worse when compared to tlee30ur2009 test year amount in Docket
07-0507. When incentive compensation is removed from the3lyrgO09 and the December
31, 2010 test years, the increase from the last casebB22AG/IM Ex. 5.0 at 49.

The test year increases, which are so much highethkeaBompany’s actual and planned
increases in prior years, coupled with the increasAWQ employees, demonstrate that IAWC
has not been able to realize savings or economiesth®mnse of the Service Company. In
IAWC'’s last rate case the Commission cautioned |IAWE:t

If IAWC plans to continue to utilize the Service Compdecause doing so
arguably benefits ratepayers by reducing IAWC's labor and o¢ffeted costs, then at
some point the lower costs must be more evident.s§dBan the evidence, the

Commission adopts the management expense as recommerid®d@y The
Commission, however, has a continuing obligation to engist and reasonable rates.
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Docket 07-0507, Order at 30 (July 30, 2008).

In order to ensure just and reasonable rates, the Gaomishould deny IAWC any
increase in the test year Service Company expense.te3thgear in the last rate case ended June
30, 2009 and the test year in this case runs from January 1t@D&@ember 31, 2010.
Although the Company has identified categories of sertlwgsare provided by the Service
Company (such as customer service, legal, corporatecéhahhas not explained why the cost
for these services has increased 22.5% compared to theslagtar, and has failed to show that
this increase is prudent, reasonable, or necessary. hdmsincrease is particularly troubling in
light of both the burden consumers are facing due to mgmployment, foreclosures, and the
recession; the efforts local governments have madeetp ¢@sts low such as layoffs and salary
freezes; and the much lower 4.37% increase for the samiees between December 2007 and
December 2009. A Service Company expense of $17,251,000 (rathénei$1,136,000
requested by the Company) would increase IAWC's operaigwme by $3,885,000. See
AG/IM Ex. 1.0 at 48.

In the alternative, if the Commission will not miaim the Service Company charge at the
level allowed in Docket 07-0507, AG/IJM witness Ralph Smeitommended that the Service
Company expense be increased by no more than 5% over the $dflRGiltest year expense
in Docket 07-0507, resulting in an adjustment of $3.022 mitliothe Service Company
expense. AG/JM Ex. 5.0 at 50. This adjustment removesiive compensation from both the
June 30, 2009 test year and the December 31, 2010 test yearcansissent with the growth of
this expense reported in IAWC Schedule G-1 and in Table ieabo

3. Other States Have Been Troubled By The Increase In Magement Fees Claimed
By AWWC'’s Regulated Operating Companies.

The Service Company that IAWC pays the Service Comparnyéoagement or

Business Support Services) fee also provides services tostabes. Tr. at 367 (Dec. 9, 2009).
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In a recent California-American water rate case Qa#fornia Division of Ratepayer Advocate
recommended and the California PUC allowed substantatt®ns in California-American’s
Service Company and General Office expenses. The ALJtbmknistrative notice of the
California Public Utilities Commission’s decisions in rejgo California American Water
Company, and the decisions were filed on e-docket on Desreh®, 2009 as IAWC-AG Admin.
Notice Doc 1. In the California PUC'’s Final Decisia. 09-07-021, the Commission referred
to being “[c]onfronted with ‘seemingly endless’ increaseadministrative costs,” and noted that
in Cal-Am’s last rate case, the CPUC approved a s&dtie that included an audit of Cal-Am by
the Division of Ratepayer Advocate (DRA). IAWC —A@min. Notice Doc 1 (Part 1) at 94,
95. The CPUC noted that the DRA made 14 specific propts&al-Am’s General Office
charge and adopted $3.2 million in adjustments. Id. atBte specific adjustments, including
nine that relate to the Service Company, are summarizégeendix C to the order, which is
found in IAWC-AG Admin. Notice Doc 1, Part 3. In fisal order, the CPUC allowed Cal-Am
to file a Petition to Modify the Order provided it “fultliscloses all non-regulated operations
which use any assets or employees included in revenue meguiré Id. at Part 1, page 156. On
rehearing, more than three months after the final osdsrentered, Cal-Am satisfied the DRA
that some of its allocations were in fact supported taedRA agreed to allow $7,454,286 of
Service Company allocations into rates. IAWC —AG Admintice Doc 3. The other
adjustments on Appendix C to the Order were not affet8UC-AG Admin. Notice Doc 1,

Part 3.

In addition to Californiathe Tennessee Regulatory Authority, in reviewing a Teleeess
American Water Company docket, also confronted the probfeescalating management fees.
Although it had ordered an audit of the fees, it found ttte audit conducted by the Company-
retained expert was not independent and “did not addregsitigry concerns of the Authority

that the costs were the results of prudent manageteeigions.” In re Tennessee American
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Water CompanyDocket No. 08-00039, Order at 21-22 (January 13, 2009), available at:

http://www.state.tn.us/tra/orders/2008/0800039we. ptlie Tennessee Regulatory Authority

ordered Tennessee American to issue an RFP for:

“a comprehensive audit by an independent certified publicuamtaot. The RFP
for the audit shall include, but not be limited to, an ingegion of AWWSC'’s
management performance and decisions ... and evaluate andcatihescharges
allocated to TAWC, including the efficiency of processed/ar functions performed on
behalf of TAWC, as well as the accuracy and reasonabteof the allocation factors
utilized.”

Order at 21.

These orders, by sister PUCs, demonstrate that theepratith escalating Service
Company charges is not unique to lllinois. Other states bhaen faced with how to respond
when AWWSC affiliates seek exorbitant increases iviSe Company fees, and both California
and Tennessee ordered thafradependenaudit of those fees and services take place. Although
the Commission in IAWC's last rate case did ordewdysbf Service Company costs, the study
produced (like in Tennessee) was not independent and dogowaole the Commission or the
public with any ways to restrain the growth of thesegédmr In addition to disallowing Service
Company charge increases, which provides the appropriatgivect IAWC to control that
cost, the Commission may wish to order thainglependenaudit of AWWSC fees to IAWC be
conducted, under the direction of the Commission Stafi@Office of the Attorney General.

3. The Record Shows Poor Service Company Services and Unwarted Costs.

In response to an AG data request, IAWC identifiedre¢vestances where IAWC
challenged Service Company charges and/or practicethess examples show, the layers of
management provided by the Service Company can add unwdrcasts and complexity to

address a specific problem. Four examples are:

AG Cross Exhibits 8 and 9Service Company engineering did not keep IAWC apprised

of plans for lllinois plant. IAWC Director of Engsering Jeffrey Kaiser contacted the Service
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Company on June 3, 2008, shortly after he was hired by I/Avé€ause neither he nor the
lllinois head of production were informed of an RFP fordlanois project. The response, almost
two months later (July 29, 2008) finally provides a draft scopeook for lllinois review, and
schedules a meeting for the end of August for Servicepaaynpeople to come to lllinois. As
shown in AG Cross Exhibit 9, Mr. Kaiser appropriatebjezted to paying for travel for six
Service Company people to spend four days in lllinois, amdtimber of Service Company
representatives was cut to “three or four at the rhost.

AG Cross Exhibit 10 The Service Company charged fees to a closed Champaign

District project. It was unclear why the charges wmsted to the closed project. The e-mail
says that “they are not lllinois engineers, and daepdrt to anyone in our office. ... Of the
eight names, Brent O’'Neil did not even recognize atléhree of them.”

AG Cross Exhibit 12 In July, 2008, Cheryl Norton, hired by IAWC on December 31,

200782 expressed concern that a project that had been orderedtiman 14 months earlier was
“very complex” and “very costly.” She noted thaMi& personnel “had not participated in
creating the business requirements” and that the sddpe project was much larger than
lllinois needed. Ms. Norton had to protest the allocatibcosts to lllinois, saying:
| don't have a problem paying for lllinois’ portion of thimowever, there was a
substantial amount of time spent creating this for therprnise and then removing those
references. | find it very difficult absorbing the emtamount when this project never
should have been so unrealistic. We depend on your degpditionbe the experts and
create workable solutions for our regulatory requiremente original project was so
far out of scope that it never should have been develmpeainsidered.”
Email of October 21, 2008 8:04 am.

Customer Service Outages, Summer 2088. Norton also complained to the Service

Company about problems with the customer service functihe testified that there were at

least two telephone service outages in the sumni20@8, during which customers could not get

" Mr. Kaiser was hired as Director of Engineeringl®WC in April, 2008. IAWC Ex. 3.00 at 2.
8 Ms. Norton was hired as IAWC Vice President of Operetieffective December 31, 2007. IAWC Ex. 2.0 at 1.
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through to the Company’s customer service line. Tr. at & was moved to send an email
saying that “this seems to be happening more and more fregqu&hdt may not be the case, but
| know it has happened numerous times in the past femth®d Tr. at 248. Notwithstanding
these problems, IAWC was not given a credit or refvata the Service Company as
compensation for the poor service. Tr. at 247.

These examples show that the Commission cannot 8T to include an inflated
Service Company expense in rates. Close review to paastimers from inappropriate
services and costs, and limiting the amount that canchedsd in rates will provide IAWC with
the appropriate incentive to keep these costs fromlisigiraut of control. The Commission and
IAWC should heed the statement by the Hewitt U.S.r@&tecrease Survey, Survey Findings:
2009 and 2010 at page vii: “2010 will not be a year with loose trisgs.” AG/IJM Ex. 5.0 at
50.

4. The Lack of Allocation of Management Fees To The Chicago Wastéater
District Calls Into Question The Accuracy of The Managemenfee and Its Allocation.

In reviewing the Service Company charges, AG/JM witnedglRSmith noted that there
was no allocation of these charges to the Chicago Waste District. AG/JM Ex. 1.0 at 50.
Neither IAWC President Karla Teasley nor Paul Herhehio prepared the cost of service
studies, was able to explain the absence of an abbocafilthough Ms. Teasley testified that
wastewater customers receive service company servide'bamefit from the same types of
services that our water customers receive,” Tr. at 18@.(B, 2009), she was not able to answer
why there was no allocation of those costs to théemader district. Id. at 132-133. Although
Ms. Teasley later attempted to suggest that applying Sefoiogany costs to wastewater would
somehow result in “double-counting” for customers who tath water and wastewater
services, Tr. at 175-175, that argument should be discounligtitiof her statements on pages

130-132 about the use of the Service Company services foaweadst customer service, billing,
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IT, and planning. In connection with planning, Ms. Teasdsyified that “some of the greatest
challenges” are in the wastewater area. Id. at 5k also Id. at 289-290 (Herbert: “ can’t
offer anymore explanation than what she gave.”)

The lack of allocation to wastewater calls into guesthe accuracy of the Service
Company allocations in general. Clearly there areices that wastewater customers require
that are provided through the Service Company, but thase ace not being correctly allocated
to that district. In light of IAWC's extraordinarily ¢in wastewater treatment costs (see page 54
below), one may suspect that this lack of allocatios @@ne to try to limit the size of those
costs, albeit to the detriment of water customers.

5. Conclusion

For the foregoing reasons, the Commission shouldnoogase the Service Company
expense at all from that allowed in Docket 07-0507. Thawe been increases in costs that the
Service Company allegedly previously replaced (i.e. lagpense) and costs that had been in
the Service Company expense have been removed. Yetsthear expense is increased by
double digits. The Commission should find this cost mseemprudent and unreasonable and
reject it.

B. The Deflation for 2009 Requires That The Company’s Non-
labor Inflation Adjustment Be Removed.

The Company has increased its non-labor OperationMaimdenance expenses by an
inflation rate of 2.5%, which the Commission should reeaiven the recent deflation reported
by the United States Bureau of Labor Statistics. AG £Eosibit 16, an excerpt from the
Bureau of Labor Statistics dated November 18, 2009, shawvgftation for the twelve months
ending October 2009 wasiagative.2%. This is consistent with the Livingston Survey
submitted as IAWC Exhibit 6.02 R2 that showed that the 2008 to 20iD%¢es of both the

Consumer Price Index and the Producer Price Index énenbgative, showing deflation.

29



AG/IM Ex. 5.0 at 31. As Mr. Smith pointed out, “To thdent that IAWC relied upon any
positive estimate of generalized inflation from 2008 to 200%eveloping its 2009 expenses, to
which IAWC seeks to apply an additional inflation fadimr 2010, these prior assumptions of
2009 inflation were wrong ... (the most current informatibavgs price indexlecreasesor

2009 on both a CPI and PPI basik}. at 31-32. Mr. Smith removed $244,000 to reverse
IAWC'’s non-labor inflation adjustment. AG/JM Ex. 53¢h. C-2.

In Surrebuttal, IAWC witness Kerckhove suggested that thingston Survey should be
disregarded because it is based on a “forecasted inflatie.” IAWC EX. 6.00 SR at 26.
Although he suggested that the CPI reported by the Burdaabof Statistics for the ten months
ended October 31, 2009 was 2.3%, in fact, AG Cross Exhibit Mssthat the Bureau of Labor
Statistics reported that unadjusted inflation for the datims ended October 2009 for “all items”
wasnegative.2. Mr. Kerckhove’s suggestion that the Livingston eaterof deflation is
irrelevant in light of actual inflation (or deflatior@ports mistakenly finds inflation where
deflation was reported.

Mr. Smith did not recommend that IAWC’s non-laboperses be reduced to reflect
deflation. However, he did point out that it is inagprate and unfair to ratepayers to inflate
non-labor expenses when there is effectively no iofiaih the economy. The Commission
should remove the inflation factor from IAWC’s expenses.

C. The Commission should reject IAWC's Belated Attempt to
Increase Its Insurance Expense

In his review of IAWC's filing, AG/JM witness Ralph Simnoticed that IAWC had
included an increase to its insurance expense for a ‘$petctive Adjustment” or “Retrospective
Accrual.” This $212,660 expense was not included on IAWC Schétill7 First Revised for
2007, 200 or 2009; was not in IAWC's original filing; was radrassed by IAWC in its Direct,

Supplemental, or Rebuttal-1 or Rebuttal-2 testimony; aredneain IAWC's last rate case
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(Docket 07-0507). AG/IM Ex. 5.0 at 45. This adjustment woulcase the Insurance Other
Than Group (IOTG) expense to $3,721,452. AG/IM Ex. 5.01,Géh

IAWC's attempt to increase its insurance expense to acfayuhe Retrospective
Accrual is unreasonable and should be rejected by therizmmon. IAWC's actual expense for
IOTG has been notably under-budget for each of thesyZ€#)7 and 2008 and IAWC has
received refunds from its insurers for those yeaiG/JM Ex. 5.0 at 46. For 2007 the insurance
over-payment was $2.3 million and in 2008 IAWC's over-pr@edor IOTG was $.9 million.
Id. At 47. In addition to these over-payments, Amerldéter Works Service Company
received a retrospective return on its premium in 2008 a@60Qi it received a cumulative
refund for the years 1975-2006. In all, IAWC received insuragitends totaling $411,900. Id.
at 48.

In light of the consistent over-budgeting of its inswwaexpense and the sizable refunds
IAWC and its affiliates have received over the pastyears, it is unreasonable for IAWC to
attempt to increase its insurance expense by $213,000 by addRegraspective Accrual”
adjustment. The Commission should remove the $213,000 expsrshown on AG/JM Exhibit

5.1, Schedule C-5.

D. The Commission Should Reject IAWC's Request to Recover arfsupplement Its
Prior Rate Case Expense As Unlawful.

This is the second IAWC rate case in less than twosye Docket 07-0507 was filed on
October 11, 2007 and this case was filed on May 29, 2008acimcase IAWC asked for a rate
case expense that significantly exceeded the rateegps@se in its last case, as the following

shows:
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Year/Docket Number Total Rate Case Expense

02-0690 $ 668,831 Allowed
07-0507 $1,482,020 Allowed
09-0319 $2,339,496 Requested

AG Cross Ex. 19; IAWC Sch. C-10.1. In both dockets 02-06890&r0507 the Commission
allowed IAWC to recover the entire amount of rateecagpense requested.

In 2008 the General Assembly added Section 9-229 to the Rliblies Act. PA 96-33.
That section directs the Commission to “specificallgess the justness and reasonableness of
any amount expended by a public utility to compensate aft®oretechnical experts to prepare
and litigate a general rate case filing. The issue bbhalixpressly addressed in the Commission's
final order.” 220 ILCS 5/9-229. Given the sizable increassdent over the past few years, and
the significant jump in rate case expense from therdds, the Commission must examine the
details of the claimed rate case expense under S&2@0 and exclude expenses that it finds
higher than a just and reasonable level.

1. IAWC's Request to Increase The Prior Rate Case Expse Is Unjust and
Unreasonable and Violates the Rule Against Retroactive Raterkiag.

In its last rate case, IAWC was allowed to recoved&1,020 as a rate case expense,
which was the full amount it requested. AG Cross ExTh8.Docket 07-0507 the rate case
expense was 2.2 times higher than the rate case expeAs€0nprior rate case (Docket 02-
0690). The 2007 rate case expense included legal fees and expheseere 81.6% higher than
the prior case, revenue requirements that were 75.18érhidhe CPA review (59.1% lower), rate
of return consultant at a cost that was 21.2% highennaie study, a municipal rate study,

“other” that increased from $10,032 to $200,000, and a deprecgatidn 1d.° Despite being

® AG Cross Ex. 19 is IAWC’s Schedule C-10.1 from Docket 07-p&@&ilable on the Commission’s e-docket
system. The percent indicated on the far right column doesepresent the increases from Docket 02-0690 to
Docket 07-0507. It is not clear what the percent (incjdmtumn measures.
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allowed to recover the full amount requested (notwitithteg the substantial increases it
represented), IAWC now asks the Commission to incres2€07 rate case expense by
$187,047 for the Municipal Rate Study — an amount that dwarf83h@®00 original cost
requested in 2007 and increases the total expense by 12.6%.oifineission should find that
attempting to increase the cost for a study by a fadtfive is per seunreasonable.

In addition to being an outrageous increase overlkheed cost, IAWC's attempt to
increase recovery for its 2007 rate case expense vitheteale against retroactive ratemaking.
The Supreme Court explained retroactive ratemaking asvil

“Once the Commission establishes rates, the Act doepermit refunds if the

established rates are too high, or surcharges if theawtdso low. Business and

Professional People 136 11l.2d [192] at 209 [1989].) This rule is consistent \ilid

prospective nature of the Commission’s legislative thoncin ratemaking. In addition,

this rule promotes stability in the ratemaking procé&sisizens Utilities Co. v. lllinois

Commerce Commissiqth988), 124 1ll.2d 195, 207.”

BPI 11, 146 Ill.2d at 243. 1BPI I, the Court held that the rule against retroactivamaking
prohibited the Commission from adopting an order that indddstroactive rate refunds” to
Commonwealth Edison customers. 136 Ill.2d at 213; seach®a205-206, 209. IGitizens
Utilities Co. the Court held that the Commission unlawfully redudedutility’s rate base to
account for tax benefits the Company had obtained pealisr. 124 1l.2d at 206. IGitizens

the Court emphasized that utilities are only authorieezharge the rates approved by the
Commission, and that both surcharges and refunds werdpedhio either increase rates or
return funds when expenses were found to be different what the Commission approved. 124
lIl.2d at 207.

IAWC is asking the Commission to effectively add ackarge to rates to compensate the
Company for the difference between the rate case expmmedencluded in current rates (based

on the expenses included in the test year that ended Jub@0®), and the actual expense

incurred by the Company in 2009. This adjustment effectsiedyges ratepayers for an expense
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that exceeded that allowed by the Commission in IAW&Strate case, while shielding
shareholders from the consequence of IAWC's inaccurajeqbion of that cost. This kind of
retroactive adjustment violates the rule against retnearatemaking and undermines rate
stability and should be denied.

2. IAWC's Proposal To Amortize And Defer The 2007 Rate Cadexpense Violates
The Rule Against Single Issue Ratemaking And The Prohikiin Against Retroactive
Ratemaking And Should Be Rejected.

a. Rolling The 2007 Rate Case Expense Into The 2010 Test Year IoRibited
Single Issue Ratemaking.

In IAWC's last rate case, it was allowed to recotgefull rate case expense, with the cost
of the depreciation and the municipal rate studies (equédiid,520) amortized over five years
and the remainder of the expense amortized over threg y&&/IJM Ex. 1.0 at 34. The
Commission did not authorize IAWC to defer the unaimed portion of the rate case expense
for future recovery if it filed a rate case before éimel of the amortization period

Notwithstanding the lack of specific authorization to defed amortize the rate case
expense, IAWC has assumed in its filing that it is katito add the unrecovered balance of the
2007 rate case expense to this year's rate case expenseg #hdd2007 expense to the 2010 test
year expenses, however, violates the rule against sgsgle ratemaking because it adds costs
outside the test year from one category of expense @0th@test year used to set future rates.
This distorts the ratemaking formula that aggregated #tleoutility's costs and revenues for a
test year to determine a revenue requirement, violkitesd law, and should be rejected.

It is well established that utility rates are estdialtson the basis of a test year. In Part
285 of the Commission’s rules, a utility seeking to increases must present extensive data
showing its costs for a 12 month period. 83 Ill. Adrad€ 285.1000 et seq. The utility has the
option of choosing a future or a historical test ye&8.1ll. Adm. Code 287.20. The test year is

used to accurately determine the utility's revenue reqeméeand to prevent a utility from
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overstating its revenue requirement by mismatching &xemue data from one year with high
expense data from a different ye&usiness and Professional People in the Public Interest v.
lllinois Commerce Commissipf36 11l.2d 192, 219 (1989) BPI I”); Business and Professional
People in the Public Interest v. lllinois Commerce Commisdiéé,lll.2d 175, 238 (1991()BPI
1.

The prohibition against single issue ratemaking is relatéide test year rule. As the
Supreme Court explained BPI II:

The rule against single-issue ratemaking recognizeshdaevenue formula is
designed to determine the revenue requirement based aggtegatecosts and demand
of the utility. Therefore, it would be improper to corsighanges to components of the
revenue requirement in isolation. Often times a chamgee item of the revenue
formula is offset by a corresponding change in anatbemponent of the formula. For
example, an increase in depreciation expense attrileutalal new planinaybe offset by
a decrease in the cost of labor due to increased prodyobivby increased demand for
electricity. ... In such a case, the revenue requirenveatd be overstated if rates were
increased based solely on the higher depreciation expetisutivirst considering
changes to other elements of the revenue formulaveZsaly the revenue requirement
would be understated if rates were reduced based on the dgyhand data without
considering the effects of higher expenses.

Id. at 244-245 (emphasis in original).

IAWC has asked the Commission to add 2007 rate case expense2010 test year,
effectively and improperly overstating the revenue requéma by importing expenses from
outside the test year. Savings or changes in otpeci&sof IAWC's operations during the test
year or in past years could affect the overall profitgtnf the enterprise. Yet, the deferral and
amortization that IAWC requests would isolate rate cas¢s so that they are recovered from
future ratepayers irrespective of whether the Compaay®snues in the prior years were, in the
aggregate, sufficient.

In BPI Il the Court held that the Commission could not includercededepreciation

costs in rates without violating the test year ruld prohibition against single issue ratemaking.

The Court pointed out that depreciation was an opgratipense, and said: “the critical inquiry
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is not how much cash was paid in a given period, butrathe much did the value of the
underlying asset decline during that period.” 146 Ill.2d at 239.té@38te/ear matches operating
expenses with the period of time that the expenses predleeto the consumer. As tB®lI II
Court stated: “Depreciation recognizes the cost dfgbeion of the asset which is expended in
a given year, regardless of the time period in whickctrestruction costs were actually paid.”

Id. The purpose of the test year is to match theysiltosts with the benefits produced by those
costs.

[llinois law and ratemaking does not authorize a ytdit the Commission to roll one
expense, in this case the rate case expense, into festisears. This mismatches costs and
revenues, as well as costs and the benefit produced bgodtatSe®PI Il, supra. The
Commission should reject IAWC’s attempt to recover paigt case expenses in future rates as

impermissible single issue ratemaking.

b. Rolling The 2007 Rate Case Expense Into The 2010 Test Year |©Ribited
Retroactive Ratemaking.

The prohibition against retroactive ratemaking, discusbedeaat pages 33-35, also
prohibits the Commission from adding uncollected 2007 expensks 8910 test year. Once a
revenue requirement and rates are set, the utilitivéndhe opportunity to manage its
operations within the rates set by the Commissiontil®y might successfully manage its
operations so that it does not need to seek additionaluevier several years while earning a
reasonable return for its shareholders. On the otrat, it may be unable to manage its
operations to earn a reasonable return and seek addigweales from the public. Irrespective
of how the utility fared in the prior years, whemesets its rates, the Commission only considers
costs for the test year. The Commission may reiiae rates to reflect higher than authorized

returns in prior years and it may not increase ratesflect poorer performance in prior years.
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SeeCitizens Utilities Co. v. lllinois Commerce Commissi@4 11l.2d 195, 207 (1988)
(Commission erred by reducing utility's rates to accounpfior cost reductionsBPI I, 146
[l.2d at 243 (Commission may not add costs from priorg/eaen though those costs were
never included in rates).

Despite the fact that the Commission did not speadlfi address IAWC's rate case
expense in Docket 07-0507 (other than to include it in thedsdés), IAWC is treating its 2007
rate case expense as if the Commission allowed it &v dafl amortize that cost. In the absence
of such authorization, it is a violation of the ruleagugt retroactive ratemaking to add costs from
2007 to 2010 expenses for purposes of setting rates. Additmicdisis way undermines
lllinois regulatory policies that promote rate stakiliBy unilaterally including unamortized
2007 rate case expenses in the 2010 test year, the Compgdfiegtively pancaking rate case
expenses, where costs from years past accumulatbygear so that ratepayers become
responsible for historical as well as current cogte. General Assembly’s directive to the
Commission to “specifically assess the justness arsbnadleness of any amount expended by a
public utility to ... litigate a general rate case filingantdates that unauthorized deferral of this
cost be denied.

The Commission should reject IAWC's assumption thedrntsimply add the
unamortized balance of the 2007 rate case expense to theeR0¢8dr as a violation of both the
prohibition against single issue ratemaking and the prohibgtgainst retroactive ratemaking. In
addition, sound regulatory policy allocates to utilities tesponsibility for managing their
operations between rate cases, and prohibits them &lymg on future recovery of past costs.

c. The “Normalization” Approach Discussed By AG/IJM Witness Smih Is
Consistent With Illinois Law And lllinois Ratemaking Rules.

Commenting on the Commission’s statement in an Ameae order allowing Ameren to
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recover the unamortized balance of rate case expeA&#,JM witness Ralph Smith discusses
the accounting policies and reasons for rejecting therdéfend amortization approach proposed
by IAWC and using a normalization approach that establslegpresentative and normal
annual level of reasonably and prudently incurred regulatgrgrese.” AG/IJM Ex. 1.0 at 42.

Mr. Smith testified that

Although the amortization treatment afforded rate eagense previously effectively
treats the rate case expense as an asset, rastsdo not meet the criteria for a
regulatory asset of volatility and materiality and showdt be afforded regulatory asset
treatment. The ratemaking treatment of such costdashimerefore provide for a
normalized expense allowance (similar to other O&M expensather than the
establishment of a regulatory asset that is amorpresbectively. The purpose of the
rate case allowance should be to include in rates asemiative and normal annual level
of reasonably and prudently incurred regulatory expense, tatdreto provide the utility
with guaranteed dollar-for-dollar cost recovery. Comsistvith such normalization
treatment of this expense, IAWC should not establishsset for deferral of the current
rate case cost and should not record amortizatioce @mormalization approach is
adopted, any remaining amortization of prior case batawoelld be replaced by a new
representative, normalized rate case expense in IAWEXErate case.

Mr. Smith further testified that a normalization apgeh, which is ordinarily used for
operations and maintenance expenses, does not deny tlyehgilipportunity to recover its
reasonably and prudently incurred costs. He stated:

Normalization treatment provides the utility an oppottutoe recover a normalized level
of reasonable and prudently incurred cost, but does noesinglone item of O&M cost
— rate case expense — for a special guaranteed recovenyqiamtial for over-recovery)
that is different from other O&M expenses. Normalizatireatment merely treats rate
case cost similarly to other test year O&M costs wihiahreflected in rates based on
“normal” levels found to be reasonable in a test y@&M expenses are not normally
singled out for specific deferral and recovery, and nbzatzon treatment is deemed
reasonable for ratemaking purposes. Exact dollar-foeidadicovery of other O&M
expenses that are found to be reasonable and prudently intuaréeist year is not
guaranteed; however, it is generally considered thality,uft managed prudently, has
been provided with an opportunity to recover such reasoaadi@rudently incurred
expenses. A utility’s rate case cost should be no difte/es explained above, rate case
cost can, and | recommend should, be treated on aafipech basis, similar to other
O&M expenses that are reasonable and prudently incurretest gear and are not
singled-out for guaranteedaovery.

10 AG/IM Ex. 1.0 at 40, fn 25.
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AG/IM Ex. 1.0 at 43. See also AG/IJM Ex. 5.0 at 42-43 (‘Iimpose of the rate case allowance
should be to include in rates a representative and namnailal level of reasonably and
prudently incurred regulatory expense.”).

Consistent with normalization of the rate case egpethe rate case expense determined
to be reasonable and prudent for the 2010 test year should baly regulatory or rate case
expense included in rates in this docket. No recoveryrfamortized 2007 rate case expenses
should be allowed.

d. Without Waiving The Above Arguments, If The Commission AllowsRecovery Of

The Unamortized 2007 Rate Case Expense, IAWC Should Not Bdaéwed To
Increase Costs To Consumers By Changing The Amortization Ped Allowed In
Docket 07-0507.

Without waiving the above arguments that recovery1ef2007 rate case expense
violates the rule against single issue ratemaking, thelpnoini against retroactive ratemaking,
and the usual treatment of O & M expenses, AG/JM wstisesith has presented an amortization
period that is fairer to consumers than the periodgseg by IAWC. [IAWC’s proposal to
change the period of time over which to amortize thear pate case expense will unreasonably
and unnecessarily burden consumers with additional aodtshould be denied. As AG/IM
witness Ralph Smith demonstrated on AG/JM Exhibit 5.1e&ale C-3, page 2, IAWC's
proposal to shorten the amortization period for someresgsewhile extending it for others will
cost ratepayers an extra $156,215 compared to Mr. Smith'sgaldpcsynchronize the
previously approved three year amortization period wittctineent rate case expense, and keep
the remainder of the five year amortization periodii@r expenses currently subject to the five
year amortization.

E. The Rate Case Expense IAWC Requests For This CaselUsreasonable and Must
Be Adjusted To A Reasonable Level.

As mentioned above, last term the General Assembgndad the Public Utilities Act to
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require the Commission to “specifically assess the@sst and reasonableness of any amount
expended by a public utility to compensate attorneys or teghexperts to prepare and litigate a
general rate case filing. The issue shall be expresislyesses in the Commission’s final order.”
220 ILCS 5/9-229 (effective July 1, 2009). Unfortunately, then@ssion Staff accepted the
Company’s invitation to ignore the substantive increaseate case expense from the case
barely two years ago, and to only consider the “actugdérses presented by the Company for
2007 in this 2009 case. Tr. at 537 (Dec. 10, 2009). AG/IM witRaph Smith did look at the
increases presented in this year’s rate case expe&@dMAX. 1.0 at 37, 39-40; AG/IM Ex. 5.0
at 36-40. Moreover, the Commission is obligated to indegetty evaluate or assess the
specific costs that make up the 2009 rate case expense.

At the outset, the $2.34 million rate case expense remlibgtl AWC is 58% higher than
the $1.48 million 2007 rate case expense. AG/JM Ex. 5.0 atGEOM\EXx. 5.1, Sch. C-4, page
1. Considering the individual components of the rase expense, it is plain that certain costs
have risen at an alarming rate, and that other casts@aply not justified by the services
provided.

1. Legal Fees and Expenses

IAWC requested $930,000 in legal fees and expenses in this dddkstrepresents an
increase of 43% over the 2007 legal fees and expenses regaedtallowed in IAWC’s last rate
case (Docket 07-0507). IAWC has offered no reason fadiffeence between this case and its
last case. Rather, it simply asserts that itsr@ts are experienced and highly qualified.
AG/IM Ex. 5.0 at 38.

As Mr. Smith pointed out, an increase of 43% in alsiegpense item is unreasonable,
particularly in light of the poor economy, high unempient, and the deflation of the past year.
AG/IM Ex. 1.0 at 39. In contrast to a 43% increadegal fees and expenses, Jason Bajor, the

City Manager for the City of Des Plaines testifiedtthis city has taken steps to control and limit
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costs. He said:

due to the unfortunate state of today’s economy, many @B residents are walking

a very fine line with regards to paying their bills on a thgnbasis. ... Job losses,

foreclosures, and bankruptcies have placed additional buodethe City, not only from

revenue lost but also in additional burdens dealing witttypgaihd maintenance issues of
vacant houses abandoned by their owners. ... Top levegeanent received no salary
increases. In addition, in 2008 the City cut expenditaned,laid off 12 City employees.

These measures were taken so that the burden plackd Gity's taxpayers to balance

the budget through annual property tax levy was kept below 4%.

DP Ex. 1 at 4-5. Rather than limiting expenses in lgjhhe difficult economic times facing
many residents, IAWC’s requested a 43% increase in legaldnd expenses. This shows a
disregard for economy or prudence.

Mr. Smith recommended that legal fees and expensesggchy no more than 10% over
the last rate case, which would cap the legal feespwhees at $715,000. AG/IJM Ex. 5.0 at
44. However, the Commission can also determinenthvéicreaserom the $650,000 legal fees
and expenses requested and allowed in the 2007 rate casé#ieslju$the 2007 expense was
more than 80% higher than the 2002 expense of $357,876 for dbsmti@zame work:
presenting a rate increase request. Further, this casendbpresent new or unique legal issues,
the time frame for the case is the same as all olte cases (eleven months pursuant to Section
9-201), and evidentiary hearings only lasted three days, whidt last an unusually long time.
See Transcripts for December 8, 9, and 10, 2009. At the 20812 |lkgal fees and expenses
equaled more than $35,000 per month for the eleven monthnsicsp@eriod; at the 2007 level,
legal fees and expenses equaled $59,000 per month; increask@thievel by 10% equals
$65,000 per month, and IAWC's requested amount of legal feesoatslequal $84,500 per
month for eleven months.

These are huge numbers, and the increases over ppeealexpenses should lead the

Commission to find them unreasonable. In light cere deflation (see AG Cross EX. 16;

AG/IM Ex. 5.0 at 31-33), the economic pressure facing coessiand local governments, and
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the unexceptional nature of this rate case, the 43% irchedesgal fees and expenses requested
by the Company is simply unacceptable. The Commissionagshoit the Company’s legal
fees and expenses to the amount allowed in 2007, or abdteintrease them by 10%.

2. The Service Company Study Cost Is Outrageous And Should Be
Disallowed.

In IAWC's last rate case, the Commission expressadarn that IAWC wasdoing
everything possible to ensure low costs for ratepayerd,itatirected IAWC to compare the
cost of Service Company services to the costs of suelteshad they been obtained through
competitive bidding on the open market. Docket 07-0507, Or&€-afl (July 30, 2008). In
response, IAWC submitted the testimony of (1) Bernardftelman, IAWC Ex. 10.00, (2) Mark
R. Young, IAWC Ex. 11.00, and (3) John S. Young, IAWC Ex. 129Well as testimony by (4)
IAWC President Karla Teasley, IAWC Ex. 1.00 at 15-26 & EX4; Ex. 1.00 Supp; and
testimony by (5) IAWC witness Edward J. Grubb, IAWC ExX(at 2-12; Ex. 5.01-5.03, 5.03
Supp. A“Service Company Study” was prepared by Mr. UffelarahMr. Mark Young and
submitted as IAWC Exhibit 11.01.

IAWC Exhibit 11.01 contains 22 pages of narrative, a 2 pagefipaith FERC
Account Descriptions, and eight schedules showing billing rae hours worked for various
service types.

IAWC President Karla Teasley presented a “Self ProwiSitudy” which addressed corporate
governance, customer service centers, and employedtbeardl those services were excluded
from the study. Tr. at 362 (Dec. 9, 2009).

Mr. Mark Young only prepared Direct Testimony. Mr. JolmuiNg prepared Direct
Testimony about the Service Company and Surrebuttal Testiomap unrelated issue that was
later withdrawn. Tr. at 430 (Dec. 9, 2009). Mr. Uffemsubmitted direct, rebuttal and

surrebuttal testimony, but his rebuttal and surrebuttaitesy addressed municipal witnesses
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unrelated to the Service Company Study. See IAWC Ex. 10XMB0 SR. He appeared for
cross examination on the Service Company Study as sveluaicipal rates issues on one day
(December 9).

Mr. Uffelman testified that he was retained to do$hedy in January, 2009, and he
believed that five or six people prepared the Service Coynptudy. Tr. at 363, 370 (Dec. 9,
2009). Although he did not know the number of hours it tootoimplete the Study, he
estimated it at 500 hours. Id. at 405. Mr. Uffelman aitlexactly recall, but testified that he
thought he received “125,000, 150,000 maybe” for the study, and wemdde another 50,000,
60,000 something like that,” for his testimony. Id. at 404-40%s& amounts would equal
$175,000 to $210,000 for the Study and for his services. Yet, IAW@died for $422,900 for
the 22 page, 8 schedule report.

In the prior rate case, Mr. Uffelman prepared a repatitled “Municipal Rate Study.”
Docket 07-0507, Order at 31-44 (July 30, 2008). IAWC requested $37,00@fctwdy on its
Schedule C-10.1 in that case. AG Cross Ex. 19. Irctss, IAWC identified an additional
$187,000 for that study (which should not be recovered in fuéies). |IAWC has not explained
how the cost of the study jumped from $37,000 to $224,000, but em@miag that is what
IAWC in fact paid, it is significantly less than the $42ZX) IAWC is seeking for the Service
Company Study.

The cost for the Service Company Study can also b@aa to the cost of service
study and demand study submitted in this docket. IAWC isg@s$249,540 for both the demand
and the cost of service studies, which together producedédsdf pages of cost information,
analysis and proposed rates as well as testimonyowke RicKinley submitted testimony and
exhibits about the demand study. IAWC Ex. 13.00, 13.00R1, 13.003R) SR; a Report on
Capacity Factors by Customer Class, IAWC Ex. 13.01 (Ap0iD9), a revised Report, IAWC

Ex. 13.01 R1 (October 2009). Testimony and exhibits sponsoredubid®dert address cost of
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service allocations as well as rate design for allosuet classes. See IAWC Ex. 9.00, 9.01 (cost
of service studies) through 9.10.

It is hard to fathom how the Service Company studyclvbasically multiplied the
number of Service Company hours by hourly rates obtaineu Haurly rate survey$ could
possibly justify more than $420,000 from ratepayers. |IAWCnoasnet its burden on proof to
justify recovery of this expense, and it should be thgadd. See 220 ILCS 5/9- 201(c) (“the
burden of proof to establish the justness and reasonablehth®e proposed ... charge ... shall
be upon the utility.”). IAWC has not explained why iked for $37,000 for the Municipal Study
but asked for more than 10 times as much for the Seraogp@ny Study, produced by the same
consultant, over a relatively short period of timen{dary, 2009 and filed May 29, 2009). The
substance of the work product simply does not justifyhtige price tag.

3. The Service Company Study Did Not Conform To The Commigm
Direction And Consumers Should Not Pay For It.

In Docket 07-0507 the Commission commented on the incne&ervice Company fees
and directed IAWC to prepare a study showing whether it wieilshore economical to obtain
services through competitive bidding. The Commission said:

Because the Commission questions whether IAWC is doimyténvegy possible to ensure
low costs for ratepayers, the Commission directs GAWY conduct a study comparing the
cost of each service obtained from the Service Compathetcosts of such services had
they been obtainetthrough competitive bidding on the open markés part of the study,
IAWC must also provide an analysis of the services pealvidy the Service Company to
all of IAWC's affiliates. The analysis must providetails on the specific services
provided to IAWC and how costs are allocated among a#diaf IAWC. IAWC shall
include the study in its next rate filing.

Order at 30-31 (emphasis added).

As demonstrated in the Village of Bolingbrook’s “ Motioo $trike The Testimony of

1 Mr. Uffelman testified that he assumed that a naitiegéfd provider would bill the same number of hours that
AWWSC bills IAWC for the same work, Tr. 375-376, and tihat distribution of work among different levels of
experience and education would be the same for affilextdchon-affiliated providers. Tr. 378. Effectivelyeth
only variable in the study was the market hourly ratéclwwas compared to AWWSC's “fully loaded” rates.
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Certain lllinois American Water Company Witnessest&e Exhibits, and to Dismiss the
Petition,” filed on October 6, 2009 (“Bolingbrook Motign'and in the Village of Bolingbrook’s
Reply, filed on October 30, 2009, the Service Company Stuaytibased on competitively
bids. According to IAWC witness Mark Young, the study fs@mparative study of Service
Company cost and market prices for certain servicesWaA=x. 11.00 at 15. As the Village of
Bolingbrook has pointed out, a comparative cost studptishe same as a report of the result of
competitive bidding. Bolingbrook Motion at 3-5.

At the hearing, IAWC President Karla Teasley admithed “there is some bidding on
contract services,” although she was not familiar witinicipal competitive bidding
requirements. Tr. at 197. Nevertheless, the studprsiwded in IAWC Ex. 1.02 and the
Service Company Study at IAWC Ex. 11.01 did not containiofmtmation obtained through
competitive bidding.

The Village of Bolingbrook’s October 30, 2009 Reply corgaglevant language and
citation to lllinois law that describes necessitycompetitive bidding. Incorporating that
argument here without repeating it, the Commissionisctive to check the cost of Service
Company services against competitively bid services would ettebomparison of costs while
eliminating “favoritism, improvidence, extravagance, fraud eorruption” through competitive
bidding. IAWC'’s Study did not include these protections.

The People submitted a Response in Support of the Bolingbfoton on October 23,
2009, and incorporate the arguments contained in that Resjotiss Initial Brief. Further, the
record shows that the Study is not a proxy for competitidding because its structure removed
key variables that non-affiliated vendors might modifyeduce their costs and their prices. Mr.
Uffelman confirmed that the Service Company and IAWC providedwith the number of
hours billed for each service category as well as #teilalition of those hours among different

levels of education and experience. Tr. 375, 377-378 (D2009). The study then simply
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applied the hourly rates derived from various market g8rvéAWC Ex. 11.01 at 10. The Study
did not consider the possibility that a non-affiliatedvider could offer to provide the same
services for fewer billed hours than the affiliated Ssr\vCompany, at a lower or different hourly
rate, at a different rate structure, with a differdistribution of experience and hourly charges, at
a fixed fee, or any other number of variables that coibope may devise to obtain business and
achieve efficiencies.

Like in the Tennessee-American case cited aboveAWE Service Company Study
was not independent, and is of little if any help to then@dssion. It does not assess whether
IAWC could obtain the same services through competiigding at a lower cost, whether the
Service Company uses a reasonable cost allocation nodtlggdwhether IAWC is charged a
reasonable amount, whether the services provided aresaegcasid prudent, and how the
growth of Service Company charges could be staunchedln &&dennessee American Water
Company Docket No. 08-00039, Order at 18-22 (January 13, 2009), available at:

http://www.state.tn.us/tra/orders/2008/0800039we.pbiie Service Company Study is of no

help to the Commission, and certainly does not just#i4 22,900 price tag, paid by the public.
The entire cost of the Service Company Study should bevedrirom the rate case expense.
F. The Gross Revenue Conversion Factor Should Be Correctly Callated For
Each District.

AG/JIM witness Ralph Smith calculated the Gross Rev@&ureversion Factor that used
the specific uncollectible factor for each of IAWGHrvice districts. This is appropriate because
IAWC creates a different revenue requirement fohedistrict, and a direct measurement of this
expense results in a more accurate assignment of cdssgross revenue conversion factor for
each district is found at AG/IJM Ex. 5.1, Sch. A-1, pagan®, should be used in calculating
IAWC'’s revenue requirement.

IAWC objected to this per district calculation and asgbthat the Company uses a
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statewide average for uncollectibles. IAWC Ex. 6.00 R2&t Blowever, where there is district
specific information available, the use of statewidst ¢or uncollectible) information is
unnecessary and may distort the appropriate assignmeostsfto the districts. Arguments
about whether uncollectibles should be allocated by custoount, volume, revenues, or other
variables are avoided when the uncollectible experdetésmined for each district. The
Commission should use the district specific uncolgetinformation available in this docket in
preference to statewide information which must thealloeated among the Districts.

In addition to being more accurate for each disthiit, Smith’s uncollectible expense
resulted in a lower overall uncollectible factor forposes of the gross revenue conversion
factor. Although the Company used a statewide, 1.2% untible factor, Mr. Smith
demonstrated that a more accurate statewide uncollectiter,fbased on a district-up analysis,
was 1.17%. AG/IM Ex. 5.1, Sch. A-1 page 2, line 10, columicEordingly, the Commission

should apply the gross revenue conversion factor reconaaeby AG/IJM witness Smith.

G. Commission Should Adopt the IIWC Large Volume Revenue Adjatment to
Accurately Measure Test Year Revenues.
IAWC witness Edward Grubb admitted in his Surrebuttaliffesty that the large
volume revenues from U.S. Steel needed to be inade¢aseflect the operations of that plant.
IAWC Ex. 5.0 SR at 2. However, Mr. Grubb has offer@deturn fewer revenues to its test year
than is appropriate, given U.S. Steel's recent demahd. adljustment to add large volume
revenues recommended by IIWC witness Brian Collins shbeladopted in place of IAWC’s
inadequate adjustment.
V. The Commission Should Base IAWC'’s Cost of Capital on A Capitebtructure
That Includes 3.26% Short Term Debt at the Current Rate andThe Return on

Common Equity Proposed by CUB Witness Christopher Thomas.

The Commission should reject IAWC’s attempt to dffedy fund short term debt at the
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significantly higher common equity cost. The recordesr that IAWC regularly uses short
term debt whenever there is a shortfall in revenalkgive to expenses. Tr. at 303 (Dec. 8,
2009). It uses short term debt to fund cash working camitat@provide a bridge when other
debt sources are delayed. Id. at 306, 314. In fact, durncptirse of this docket, IAWC
witness Scott Rungren said that at least four diffeerg term debt financings were not issued
when expected. Id. at 307. Low cost, short term dedbc¢ing gives the Company the
flexibility to handle situations where long term debt isses fail to market, debt becomes due
unexpectedly, or falling interest rates make it prudetitie debt issuances. 1d. 306-307.
Among the debt that was delayed was a $39 million planndd afelshich only $14 million was
issued on December 4, 2009. The remaining $25 million wekeegled to May, 2010, and
will be treated as short-term debt until it get reggbas long term debt. ldt 320 & AG Cross
Ex. 14.

Although the amount of short term debt varies ovecthgse of a year, it is
unreasonable and unrealistic to assume, as IAWC wouldthev@ommission do, that IAWC
will have virtually no short term debt during the 2010 tesir.ydt is already apparent that IAWC
will have $25 million of short term debt pending the May 2GBdance of long term debt for the
remainder of the planned $39 million debt discussed abokis. aimount, without regard to
other short term debt needs, exceeds the 3.26% of shartédt that AG/IM witness Smith
recommends should be included in IAWC's capital struct(8e26% of rate base of $612
million = 19.95 million).

It is undisputed that short term debt is the leastresipe source of capital. Tr. at 316.
Further, if you increase the short term debt in theta@legtructure, you typically get a lower cost
of capital simply on the basis of arithmetic. Tr3a7. Therefore, the effect of IAWC’s “no
short term debt” position is to unreasonably increasetist of capital paid by consumers by

inflating the cost of capital by $2.2 million at CUB métss Thomas'’s 7.4% cost of equity, and $3
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million using Staff’s 1% cost of short term debt and a 1%.88st of equity. AG/IJM Ex. 5.0 at
13-15. Consumers’ rates should only include prudent and rddsmaessts, and it is neither
prudent nor reasonable to pretend that the Company willeext or usany short term debt and
charge consumers the cost of equity, which is mone 1Baimes more expensive than short term
debt.

The Commission should adopt a capital structure with 3.&@84 term debt as shown on
AG/IM Ex. 5.1, Sch. D, and the 7.4% cost of equity recendrad by CUB witness Christopher
Thomas. IAWC witness Rungren testified that the dctost of short term debt for November,
2009 was 0.3437%. Tr. at 320 (Dec. 8, 2009). This short termagtlis enuch lower than the
cost of equity. If the equity component of IAWC'’s &apstructure is increased to replace a
reasonable portion of short term debt, consumerajlllAWC's affiliate American Water
Capital Corporation, which provides IAWC with both equitg ahort term financing (id. at
304), the higher equity cost despite the fact that IAWIComiy need short term financing for a
portion of IAWC's capital needs.

The Commission should adopt a capital structure with 3.@68hort term debt, as
recommended by AG/IJM witness Ralph Smith. This wdlas that IAWC is appropriately
compensated for its cost of capital, and that ratepalger®t provide IAWC's affiliate with an
equity return for short term debt financing.

V. IAWC’s Residential Rate Design Should Be Rejected In PlacOf A Rate Design
That Moves Fewer Costs To Fixed Charges.
A. I1AWC'’s Proposed Customer Charges Are Excessive, Includedw-Customer
Costs, and Should Be Reduced To Allow Customers To Contrdheir Bills By
Controlling Their Usage.

IAWC proposed to increase the customer charges foutswater districts from 32.6% to

a high of 56.4%, ranging from $17.75 to $15.25 to $12.25 for Linddbwever, these large

customer charges are not cost based, and should be redaclede| that reflects the costs
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associated with a basic hook up to the system, opesadiod maintenance expense associated
with maintaining the meter and service line and the dostsieter reading, billing and customer
service. AG Ex. 2.0 at 5.

As shown by AG witness Scott Rubin, IAWC improperly includdditional costs
associated overhead and general plant in its customerMosRubin provided a detailed listing
of 18 cost categories that are not directly related tmecting a customer to the system, reading
the customer’s meter and sending the customer a bithautAWC used to justify customer
charges as high as $17.75. AG Ex. 2.0 at 6-7. When inappeopoistis are removed, and
assuming that the Commission allows the Company teases its revenues by the amount

requested, the customer charges based on an appropriataticadaf customer costs are as

follows:

Rate Area Present 5/8” CustomeCompany Proposed | Maximum Customer
Charge Customer Charge Charge Based on Cost

Zone 1 $13.39 $17.75 $13.47

Chicago Metro $9.75 $15.25 $12.75

Lincoln $7.91 $12.25 $11.78

Pekin $12.74 $17.75 $13.37

Sources: AG Ex. 2.0 at 5 and AG Ex. 6.0 at 10.

Given how close the Zone 1 customer charge is tpriygerly determined customer cost,
no change to the Zone 1 customer charge should be appamakedp 5/8” customer charge
should exceed the maximum customer charge based onsthef service. Assuming that the
Commission reduces the revenue increase requested byripagy the customer charges will
also have to be reduced to reflect the lower cost leA@l.Ex. 2.0 at 11.

B. IAWC should retain a declining usage block rate for commerciband large
residential users in all Districts.

IAWC currently has various rate designs in its Disstiand the Company has proposed

steps to make the rates in its Districts more caarstistOne of those proposed changes is to
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create a residential class with a single rate fog@isanhich is the current rate structure in the
Chicago Metro area. There are significant problems thithproposal that can be avoided by
structuring IAWC'’s usage blocks to assure that only very lasges, who should be less costly
to serve due to their large demand, receive the benefile¢laning block.

In all IAWC districts except Chicago Metro, the cléissiion of a customer as residential
or commercial is currently irrelevant to the customasage rate. If a large apartment building
IS master-metered, it pays the same block rate as memal business, such as a car wash. As
a result, precise customer classification has nem Ibecessary in most of lllinois. AG Ex. 2.0 at
18. However, under IAWC'’s proposal to eliminate the dedliusage block rate for residential
customers but not for commercial customers, residdrapartment buildings, condominium
complexes, and other multi-unit buildings in all areatsiole Chicago Metro will be exposed to
significant increases. AG witness Rubin analyzed thénipact of this change on residential
customers using 1.5 inch meters, and showed that thedoélaises ranged from 28 t079%. If the
declining block were retained in those areas for all costs regardless of classification, no
customer’s bill would increase by more than 30%. AG ExaR19-20 & 2.04. Further, Mr.
Rubin’s analysis in AG Exhibit 6.03 showed that IAWC includekeast 130 customers
classified as residential that used 115 ccf per montiverage — an amount at least 20 times
used by the typical residential customer. AG Ex. 6.0 & A&. Ex. 6.03. These customers
have usage characteristics that are so different frertyfhcal residential customers that it is
unreasonable to change their rates to match the ratespply to single-family residences.

The retention of a residential (or non-class baded)ining block usage rate does not
promote wasteful use of water. Residential customeiglgido not use 30 ccf in a month. Mr.
Rubin’s anlaysis of 704,852 residential bills shows that 99.38tistbmers used less than 30 ccf
in any given month. AG Ex. 2.0 at 15. IAWC's first thois large enough to eliminate any

residential anti-conservation effedd. at 21.
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Elimination of the declining usage block for residentisdtomers outside the Chicago
Metro area, while retaining the declining usage block forrathstomer classes, is bad policy
not only because of the potential confusion and possibies resulting from the need to classify
each meter according to the customer’s type of use ¢ragdlor other). Usage rates should
vary with the size of the customer and not be deperatealassification. AG Ex. 2.0 at 17. It
is “generally less costly for a water utility to setle million gallons per month to a single
customer than to sell that same one million gallor0 smaller customers because the cost of
distribution tends to be less for very large customdrsat 14. A properly sized declining block
usage rate structure will recognize these economiezate w/hile retaining the conservation
message for smaller residential customers who do eot¢nsugh water in a given month to
trigger the declining block.

C. IAWC'’s Public Fire Charges in Chicago Metro Should Increasewith The
Size of The Customer’s Meter in the Same Manner As INAWC'’s Other
Districts.

AG witness Scott Rubin testified that in the Chicago Matea, unlike in IAWC’s other
service areas, the fire protection surcharge is the,sag@rdless of the size of the meter or the
number of meters on the bill. Mr. Rubin recommendedttiteChicago Metro public fire charge
be modified to reflect the same methodology used inrdBWC districts, and IAWC agreed to
this proposal. See AG Ex. 6.0 at 3-4. To the extentligarevenue increase allowed in this
docket is less than requested by IAWC, the public fire ckasgeuld be reduced proportionally.

AG Ex. 2.0 at 23.
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VI. IAWC'’s Sewer Treatment Costs and Charges Are So Excessives Ao Require An
Independent Study Of Alternatives To Continued Cost and BRte Escalation.

IAWC's cost of service study in this docket revealed tha costs for wastewater
treatment are significantly higher than IAWC's ratd$e current wastewater treatment rate for
about 5,000 gallons (7 ccf) is currently $28.43. Howevaedover half of the cost of service,
wastewater treatment rates will have to increa$b1040, an 80% increase. AG Ex. 2.0 at 24.
To recover the entire cost, the typical customelilgust for wastewater treatment would be in
excess of $70 per month, to which would be added wastewadkertion ($17.52) and water
service. Id.

This cost is excessive, and consumers cannot be expeciedulder costs like these,
particularly in light of the lower rates charged byestivastewater treatment providers. For
example, Mount Prospect residents Avis Gibons and RobeosBay the equivalent of $20.64
and $16.06 per month to the Metropolitan Water Reclamétistmict for wastewater treatment.
AG Ex. 3.0 at 3&AG Ex. 4.0 at 3. Inthree IAWCasgeconsumers pay a purchased
wastewater treatment charge on their IAWC bills. iéRegial customers pay a third party for
wastewater treatment $17.23 per month in the Rollins aseaf April 1, 2009; $21.28 in the
Valley View area as of April 1, 2009; and $44.85 in the CouBitap area as of October 1,
2009

IAWC serves fewer than 9,000 treatment and collectistoeners. In four of the nine
areas, it serves fewer than 100 customers, but in HGteerit serves 7,323 customers. AG

Cross Ex. 17. Homer Glen Trustee Mary Niemiec expoessacern that “unreasonable high

12 See lll.C.C. No. 5,"9Revised Information Sheet 4 (Supplemental to ILL.C.G. 5 Sheet Nos. 60 through 64)
Purchased Sewage Treatment Surcharge Rider Informataet ®r Rollins;Ill.C.C. No. 5, §' Revised
Information Sheet 2, Purchased Sewage Treatment SgecRader Information Sheet for Valley View; Ill.C.C.
No. 5, 13" Revised Information Sheet No. 1 (Supplemental to ILL.®I& 5, Sheet Nos. 60 through 64)
Purchased Sewage Treatment Surcharge Rider Informdtemet r Country Club. Tariff sheets attached.
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water and sewer rates will drive builders and homeaosvaery from Homer Glen, creating a
cycle where the remaining captive customers of IAWC pal even higher rates.” HG Ex. 2.0
at 4. She testified that the proposed sewer rate is 2 @18% higher than that of surrounding
communities. Id. at 5. Homer Glen witness Aaron Funditated the wastewater collection and
treatment charges of two towns near Homer Glen, WA provides wastewater treatment.
In 2009, Mokena charges $3.60 per 1,000 for collection and treatergialing $18.00 for 5,000
gallons of water; New Lenox charges $3.76 per 1,000 foeatah and treatment, equaling
$18.80 for 5,000 gallons of water. HG Ex. 4.0 at 10. Msiridie noted that the sewer charges
for Joliet, Manhattan, and Plainfield are $2.04 per ccf (ggubl.525 per 1,000 gallons). By
contrast, IAWC is requesting a $51.40 residential wastewa@ment charge plus a $17.52
wastewater collection charge, equaling $68.92 — about thres timare than charged by other
providers. And these charges only cover half of IAWCGsstewater treatment costs.

In light of these wild disparities in cost and ra®S witness Rubin recommended that
the Commission conduct amdependenaudit, at the Company’s expense, of IAWC’s
wastewater treatment operations to determine whetfgemithe public interest to withdraw
IAWC'’s certificate to provide wastewater treatmenvges. The Commission study should
include an assessment of whether there are public orw#stewater treatment operators that
can provide the service to IAWC water customers at & measonable and comparable cost.

Due to the huge increases in the wastewater treatatenimplied by IAWC's cost of
service, Mr. Rubin further recommends that wastewatatrhent rates increase by no more than
50% -- rather than the 80% proposed by IAWC.

VII.  Conclusion

For the foregoing reasons, the People of the Stdtinois request that the Commission

make the adjustments and disallowances discussed,abake the rate design changes

recommended above, and order IAWC to fund an independemtmnidsion study of its
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wastewater treatment facilities to determine whettastewater treatment can be provided by
another provider more economically.
Respectfully submitted,

People of the State of Illinois
Lisa Madigan, Attorney General
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